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WHAT  RAILROAD  REHABILITATION  PLAN 
SHOULD  THE  COUNTRY  ADOPT  ? 


AN  ADDRESS  BY 

SAMUEL  REA 

PRESIDENT,  THE  PENNSYLVANIA 
RAILROAD  SYSTEM 

DELIVERED  AT  THE 

SEVENTH  ANNUAL  CONVENTION 
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CHAMBER  OF  COMMERCE  OF  THE  UNITED  STATES 
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In  responding  to  your  invitation  to  give  my 
views  on  the  railroad  problem,  I  find  it  rather 
difficult  to  present  any  new  constructive  features 
or  arguments  since  every  phase  of  the  question 
has  been  so  fully  and  publicly  discussed.  It  is  im- 
possible in  the  short  time  allotted  to  me  to  touch 
more  than  a  few  important  features.  We  have, 
however,  reached  the  time  when  some  definite 
action  must  be  taken,  and  when,  if  the  best  results 
are  to  be  secured,  the  subject  must  be  treated 
with  absolute  candor,  impugning  the  intelligence 
or  judgment  of  no  one,  but  recognizing  the  mis- 
takes of  the  past.  With  a  mass  of  personal 
testimony,  experience  and  information  before  us, 
and  with  the  further  results  of  sixteen 
months  operation  of  the  railroads  under  Federal 
control,  we  ought  to  be  able  to  make  some  pertin- 
ent suggestions  to  aid  Congress  in  evolving  its 
own  plan  of  dealing  with  this  most  important 
question. 
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THE  PROBLEM. 

What  is  the  so-called  "Railroad  Problem"? 

We  must  be  assured  as  to  this  before  attempting 
to  prescribe  the  remedy.  So  far  as  the  funda- 
mental principles  are  concerned  is  there  any 
transportation  problem  at  all?  It  is  now  ad- 
mitted by  the  vast  majority  of  our  thinking 
people  that  Government  ownership  and  opera- 
tion of  the  railroads  are  undesirable,  and  that  in- 
dividual enterprise  has  given,  and  will  give,  the 
public  the  best  and  cheapest  service.  It  is  also 
admitted  that  it  is  in  the  public  interest  that 
the  capital  required  for  enlargement  of  trans- 
portation facilities  should  be  voluntarily  fur- 
nished by  private  investors  under  the  attraction 
of  a  satisfactory  rate  of  return  and  degree  of 
safety. 

It  is  admitted  that  there  must  be  responsible 
and  reasonable  Governmental  regulation  over  rate 
structures,  over  capital  issues,  and  over  wages. 

It  is  admitted  that  railroads,  subject  to  public 
regulation  as  to  charges  and  service,  are  not  nat- 
urally subject  to  the  State  and  Federal  "anti- 
trust" laws,  and  that  in  order  to  get  full  use  out 
of  facilities  and  avoid  waste  in  service,  they  should 
be  encouraged  to  consolidate  and  co-operate  up 
to  a  certain  point,  and  beyond  that  point  they 
should  be  encouraged  to  compete  in  service. 

Regarding  the  final  objects  to  be  attained  there 
is  no  obscurity  whatever.  All  that  the  regulating 
authority  has  to  do  is  to  see  that  hurtful  discrim- 

(2) 


inations  in  rates  or  service  do  not  exist,  and  that 
the  rates  yield  an  adequate  but  not  an  excessive 
return  to  the  railroads,  so  that  they  can  obtain 
from  the  investor  the  new  capital  required  for 
expansion  and  improvements. 

PUBLIC  REGULATION  TROUBLES. 

Several  years  ago  these  railroads  were  assigned 
to  the  strictest  public  regulation,  controlling  rev- 
enues and  the  chief  expenses,  standards  of  equip- 
ment, wages,  working  conditions,  and  inves- 
tigation of  accidents,  and  subject  to  numerous 
bureaus.  But  have  we  been  freed  from  contro- 
versy or  complaints;  has  more  new  mileage  been 
constructed  or  has  the  cost  of  transportation  been 
decreased,  and  is  their  financial  condition  sound? 
The  public  can  answer  these  questions.  All  the 
economies  and  the  benefits  of  better  equipment, 
heavier  train  loads,  larger  yards,  stations,  shops, 
etc.  have  been  absorbed,  and  the  return  upon  the 
property  investment  has,  with  few  exceptions, 
been  kept  close  to,  and  often  below,  the  starvation 
line.  The  proportion  of  stock  which  the  public 
would  buy  has  been  a  minimum.  The  railroads 
have  maintained  and  improved  operating  ef- 
ficiency, but  have  been  forced  to  restrict  broad 
developments  such  as  new  mileage  ar?d  electrifi- 
cation, and  to  finance  the  greater  part  of  the 
railroads  by  the  burden  of  additional  debt, 
instead  of  through  stock  issues.    In  1900  the 
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total  capital  stock  outstanding  exceeded  the 
funded  debt  by  $200,000,000,  but  in  1916  the 
situation  was  reversed  and  the  total  funded  rail- 
road debt  exceeded  the  capital  stock  by  about 
$2,200,000,000.  Even  a  conservative  property  like 
the  Pennsylvania  Railroad  has  found  it  impossible 
to  sell  stock  for  the  last  six  years. 

The  railroads  were  not  in  that  period  allowed  a 
fair  return,  such  as  a  business  enterprise  requires 
to  live  and  expand.  Banking  rates  of  6%  are 
legal,  and  public  utilities  are  allowed  rates  to  pro- 
duce returns  of  7  and  8%,  and  higher,  on  their 
property  investment,  depending  upon  conditions 
and  service.  Railroad  rates  were  regulated  by 
Charter  and  general  laws,  and  later  by  competi- 
tion, efficiency,  and  growth  of  the  business,  and 
ultimately  by  strict  Government  regulation. 
Therefore,  I  feel  that  any  return  which  a  railroad 
can  make  under  reasonable  rates  fixed  by  Govern- 
mental action  cannot  be  regarded  as  unfair,  and 
should  not  be  a  matter  of  criticism  when  based 
upon  an  honest  investment,  and  as  a  result  of 
years  of  conservative  financing,  and  able  manage- 
ment. We  must  consider  the  averages  for  a  few 
years  rather  than  for  a  single  year.  In  the  so- 
called  Five  Per  Cent.  Rate  case,  which  was  decided 
in  1914,  the  Interstate  Commerce  Commission 
found  that  in  the  period  from  1900  to  1913  the 
ratio  of  net  operating  income  to  the  property  in- 
vestment in  road  and  equipment,  of  the  thirty- 
five  railroad  systems  in  the  so-called  Eastern 
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District  of  the  country  had  fluctuated  be- 
tween 5.19%  and  6.31%,  the  yearly  average 
having  been  5.64%.  In  the  year  preceding 
the  Commission's  decision,  viz.,  1913,  this  ratio 
had  been  5.36%.  Having  regard  to  these  figures 
the  Commission  held  that  in  its  opinion  "the  net 
operating  income  of  these  railroads  in  Official 
Classification  Territory  taken  as  a  whole  is 
smaller  than  is  demanded  in  the  interest  of  both 
the  general  public  and  the  railroads."  Ex- 
perience demonstrated  the  soundness  of  that 
decision ;  yet  in  only  five  single  years  from  1900  to 
1916  was  a  higher  percentage  earned  by  the  rail- 
roads of  the  Country.  Taking  three  year  periods, 
since  1900,  only  in  that  period  ending  with  1908 
was  an  average  return  of  5.36%  exceeded  in  the 
17-year  period  by  the  railroads  of  the  Country  as 
a  whole.  But  to  avoid  controversy  as  to  the  in- 
tegrity of  property  investment  let  us  take  the 
Pennsylvania  System  whose  property  investment 
has  never  been  questioned  and  is  understated. 
In  only  one  calendar  year  from  1910  to  1917  was 
the  property  investment  return  equal  to  6%.  The 
return  on  property  investment  was  6.1%  in  1916, 
but  in  1914  it  fell  as  low  as  3.92%.  All  this  proves 
conclusively  to  my  mind  that  such  returns  were 
not  sufficient  for  an  expanding  business.  Is  it 
any  wonder  that  some  railroads  went  into  Re- 
ceivers' hands,  or  resorted  to  unsound  financing? 
Appeals  to  the  various  State  and  Federal  Regu- 
lators were  long  and  costly,  and  even  when  the 
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Federal  regulators  were  disposed  to  be  reason- 
able, the  States,  or  a  State,  deferred  action. 

The  unsatisfactory  plight  of  the  railroad  indus- 
try in  America  is  due  to  the  fact  that  while  there 
was  a  general  concensus  that  a  policy  of  public 
regulation  should  prevail,  we  have  had  no  definite 
National  Railroad  policy,  and  no  single  au- 
thority responsible  for  the  results  of  public  regu- 
lation. The  numerous  regulating  authorities 
have  been  governed  largely  by  the  great  fear 
that  the  Companies — or  some  of  them — might 
make  too  much  money  from  the  rates.  The 
seeds  of  distrust  and  timidity  were  sown  in 
the  minds  of  the  investors  by  the  continued 
hostile  attitude  of  legislators  and  regulators  to 
all  railroads,  and  there  was  no  foundation  on 
which  to  expand.  Consequently,  speaking  broadly, 
the  rate  of  return  allowed  under  regulation  has 
been  unattractive  to  the  investor,  and  the  industry 
has  failed  to  regularly  secure  the  new  capital 
needed  for  its  proper  development.  Briefly,  I 
diagnose  our  real  problem  as  weak  railroad  credit, 
which  is  directly  attributable  to  the  lack  of  re- 
sponsible, constructive,  regulation. 

Finally,  when  confronted  by  war,  the  railroads 
were,  as  a  War  emergency  measure,  taken  under 
Federal  control,  with  legislative  restrictions  re- 
moved. It  was  imagined  that  the  word  "  unifica- 
tion" would  cure  all,  that  with  a  guaranteed 
rental  the  Companies'  financial  strength  would 
not  be  further  weakened  during  Federal  control, 
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and  that  the  Government  could  institute  vast 
economies,  and  earn  large  profits.  To  this  free- 
dom from  restrictions  must  be  added  the  patriotic 
assistance  of  the  public  who  were  willing  to  endure 
any  transportation  inconveniences,  and  the  serv- 
ices of  experienced  railroad  men  who  devoted 
themselves  to  carry  out  the  Government  policies, 
so  as  to  assist  in  winning  the  war.  But  a  rail- 
road problem  still  exists,  notwithstanding  the 
efforts  of  the  Railroad  Administration  to  prevent 
it.  The  result  of  Federal  control  did  not  surprise 
experienced  men  in  this  Country  or  abroad, 
but  the  cost  was  nothing  compared  to  what  it 
would  have  been  under  Government  ownership. 
I  cannot  express  the  situation  better  than  it  was 
expressed  by  Senator  Cummins  recently  before 
the  Iowa  State  Legislature: 

"It  costs  the  Government  more  to  do  any 
given  thing  in  a  Country  like  ours,  where 
eveiy  man  is  a  sovereign,  than  it  costs  anybody 
else  to  do  the  same  thing.  The  history  of 
every  enterprise  of  a  business  character  con- 
ducted by  the  Government  proves  all  and  a 
great  deal  more  than  the  statement  I  have 
just  made.  I  disparage  no  one,  and  impugn 
no  man's  integrity.  What  I  have  said  is  not 
only  the  truth,  but  it  is  as  natural  as  life 
itself." 

These  results  do  not  peculiarly  apply  to  our 
own  Country ;  they  have  been  the  experience  of  the 
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World,  wherever  Government  ownership,  Govern- 
ment operation  or  Government  guarantee  has 
been  instituted,  and  when  a  policy  is  laid  down 
for  them  to  follow,  subject  to  political  exigencies. 
The  public  has  discovered  that,  notwithstanding 
its  much  advertised  faults,  the  American  rail- 
road system  under  private  ownership  and  initi- 
ative, had  the  lowest  capitalization  in  the  World; 
that  good  wages  were  paid,  that  the  service  was 
with  few  exceptions  unrivaled,  that  the  Country 
developed  and  prospered,  and  the  Companies  paid 
a  very  large  share  of  the  total  taxes  of  the 
Country. 

NECESSITIES  OF  THE  SITUATION. 

How  shall  we  approach  the  present  situation  to 
again  make  the  railroad  system  the  instrument 
of  our  future  National  progress?  We  must  de- 
cide upon  a  National  policy.  Either  Government 
ownership,  or  responsible  National  regulation 
must  be  adopted.  I  believe  it  should  be  the  latter ; 
and  either  the  National  Government  must  be  made 
supreme,  and  the  States  must,  for  the  public  wel- 
fare, consent  to  promptly  co-operate  with  that  Na- 
tional policy,  or  we  will  continue  to  have  irre- 
sponsible and  divided  regulation  that  has  steri- 
lized railroad  development,  and  has  in  substance 
created  monopolies,  and  impoverished  monopolies 
at  that.  This  is  a  far  reaching  political  and  eco- 
nomic question  with  which  we  must  experiment  no 
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longer.  The  essentials  of  the  situation  are  ade- 
quate revenue  to  enable  the  Companies  not  only  to 
live,  but  to  attract  new  capital  for  expansion,  ac- 
companied by  constructive  and  responsible  na- 
tional legislation  and  regulation,  committed  to  ex- 
perienced men,  assured  of  a  long  term  of  office  to 
prevent  the  dread  of  reappointment,  and  paid  suf- 
ficient compensation,  and  brought  into  State  and 
local  transportation  necessities  through  Regional 
Commissions.  The  principles  of  such  regulation 
are  fully  set  forth  in  the  Railroad  Executives'  plan 
on  behalf  of  the  railroad  directors,  the  bondhold- 
ers, the  stockholders,  and  the  public  served  by 
their  lines  and  upon  whom  they  depend  for  their 
revenues.  As  I  dealt  with  that  plan  in  detail  in 
a  statement  submitted  to  the  Senate  Committee  on 
Interstate  Commerce  I  will  not  burden  you  with 
it  here. 

EXTEND  GOOD  EFFECTS  OF  BANKING 
REGULATION  TO  RAILROADS. 

We  have  one  system  of  National  regulation 
from  which  we  can  take  some  comfort,  i.  e.,  the 
"National  Banking  System  regulated  through  the 
Federal  Reserve  Board  and  the  Regional  Reserve 
Banks.  That  system  permits  and  encourages 
prosperous  banks,  and  we  have  confidence  and 
pride  in  them.  They  stood  the  test  of  solvency 
in  war  time,  and  are  the  mainstay  of  the  Nation 
and  its  industries.    Like  the  strong  railroads  a 
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large  part  of  their  profits  were  made  from  rates 
that  were  reasonable,  which  profits,  that  might 
legally  and  morally  have  been  paid  as  dividends, 
were  invested  in  the  expansion  of  business  to 
serve  the  Country.  Yet  banks  have  not  been  free 
from  failures  and  bankruptcies  in  the  past.  In 
times  of  stress  and  depression  our  credit  and  cur- 
rency system  was  often  over-inflated  and  not  help- 
ful to  industry,  but  we  did  not  attempt  to  cure 
this  solely  by  denunciation.  Instead,  we  made 
the  banks  subject  to  one  Central  Reserve  Board 
to  carry  out  a  National  policy  through  the  Fed- 
eral Reserve  Regional  Banks.  The  banks  parti- 
cipate in  the  selection  of  the  regulators  compris- 
ing the  Boards  of  each  Federal  Reserve  Regional 
Bank,  but  each  individual  bank,  under  the 
legal  rate  established,  can  earn  as  much  as  its 
individual  management  is  able  to  earn.  We  recog- 
nize that  their  banking  regulators  must  be  men 
chosen  from  various  walks  of  business  life,  begin- 
ning with  the  farm  and  ending  with  the  bank 
itself.  The  banks  are  not  forced  to  continuously 
take  a  small  margin  of  profit,  and  therefore  when 
confronted  by  weak  conditions  are  not  forced 
to  bankruptcy.  Compare  Bank  dividends  and 
profits  with  the  railroads,  and  also  compare  the 
legislative  treatment  and  regulation  accorded  to 
them  with  that  accorded  the  railroads.  Can  it  be 
possible  that  a  dollar  invested  in  Bank  stock,  or 
placed  on  deposit,  is  a  greater  national  trust  than 
one  invested  in  railroad  securities? 
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The  more  that  the  business  men  and  the  public 
observe  the  success  of  banking  regulation  will 
they  appreciate  the  principles  for  the  rehabilita- 
tion of  railroad  credit  recommended  by  the  Rail- 
road Executives.  They  will  see  the  necessity  for 
the  railroads  to  have  a  separation  of  regulatory 
judicial  questions  from  executive  and  administra- 
tive questions.  They  will  see  the  effectiveness 
of  a  responsible  National  regulatory  policy  by 
putting  the  responsibility  for  executive  questions 
and  actions  where  it  properly  belongs.  In  the  case 
of  the  railroads,  it  should  be  lodged  either  in  a 
Cabinet  officer,  or  in  a  Board  headed  by  a  Cabinet 
Officer,  or  by  an  officer  'like  a  permanent 
Assistant  Secretary  of  War,  as  in  the  case  of 
Railroad  Control  during  our  Civil  War.  Con- 
gress could  safeguard  the  situation  against  such 
an  official  suggesting,  appointing,  removing,  or 
compensating  any  railroad  officer  or  employe. 
They  will  see  the  necessity  of  rates  reasonable 
and  adequate  to  sustain  railroad  credit,  and  the 
wisdom  of  National  regulation  of  securities  and 
wages.  They  will  also  see  the  necessity  of  co- 
operation and  consolidation  between  the  rail- 
roads, and  the  freedom  from  those  restrictive 
laws  and  inadequate  profits  that  have  separated 
and  weakened  them  in  the  past.  During  Fed- 
eral control  the  Government  recognized  most 
of  these  features  were  essential  to  carry  out 
an  active  transportation  business,  but  will  our 
legislators  and  regulators  have  the  faith  and 
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courage  to  put  through  some  such  reasonable 
program,  and  deal  as  constructively  with  the  rail- 
roads as  with  the  banks,  and  will  the  State  Gov- 
ernments co-operate  1 

USE  OF  RAILROAD  SURPLUS. 

Does  the  fear  of  allowing  the  Railroads  ade- 
quate rates  still  exist? 

I  would  point  out  that  in  many  of  our  strongest 
Companies,  and  notably  in  the  case  of  The  Penn- 
sylvania Railroad  System,  which  consists  of 
weak  lines  as  well  as  strong  lines,  part  of  the  sur- 
plus was  continuously  put  back  into  betterments 
and  improvements,  and  aiding  traffic-feeding 
lines,  as  a  conservative  measure  of  finance.  The 
surplus  of  the  Pennsylvania  System  did  not  arise 
from  extortionate  rates,  but  very  largely  from 
paying  dividends  to  stockholders  below  the  pre- 
vailing return  in  other  companies  for  a  series  of 
years,  and  also  from  profits  on  long  time  invest- 
ments, and  through  premiums  on  some  of  its  cap- 
ital stock  issues.  To  be  conservative  and  lay  a 
foundation  for  continued  growth,  the  stockholders 
were  willing  to  relinquish  a  portion  of  the  profits 
over  a  term  of  years,  and  in  this  way  the  Pennsyl- 
vania System  in  seventy-two  years  invested  in  its 
railroad  property  for  public  use  about  $430,000,- 
000.  in  excess  of  its  capital  issues  held  by  the  pub- 
lic. This  undercapitalization  explains  why  the 
Parent  Company  has  been  able  to  continue  its  6% 
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dividends  despite  such  low  returns  on  the  prop- 
erty investment,  The  increased  cost  of  living  has 
always  been  recognized  for  the  employes  and  for 
the  producer  of  materials  of  which  the  railroads 
are  large  consumers,  but  the  railroad  stockholder 
has  often  been  neglected,  and  his  conservatism  has 
been  used  as  a  basis  to  keep  rates  down,  instead 
of  allowing  them  to  be  reasonable. 


RATE    REDUCTIONS    UNDER  PRIVATE 

OWNERSHIP. 

I  would  further  point  out  that,  under  no  system 
of  Government  ownership,  guarantee  or  control, 
have  there  been  reductions  in  rates  equal  to  those 
made  by  our  Company  and  others  under  private 
management  and  initiative,  and  prior  to  the  en- 
forcement of  punitive  laws  and  regulations.  In 
1864  the  average  revenue  per  ton  mile  on  the 
Pennsylvania  Railroad  was  about  2.5  cents.  Due 
to  the  traffic  development  and  continued  efficiency, 
the  average  revenue  per  ton  mile  was  reduced 
from  2.5  cents  in  1864  to  1.3  cents  in  1874,  and  in 
1884  it  had  been  reduced  to  8  mills  per  ton  mile. 
By  1894,  as  a  result  of  commercial  depression  and 
competition,  it  had  been  reduced  to  5.85  mills  per 
ton  mile,  and  later,  through  ruinous  competition 
between  all  the  railroads,  fell  to  a  very  unreason- 
able and  unremunerative  basis.  Yet,  notwithstand- 
ing greatly  increasing  labor  and  material  costs, 
taxes  and  other  expenses,  the  average  ton  mile  rev- 
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enue  received  in  1894  was  not  again  permanently 
reached  until  20  years  later,  in  1914.  Compared 
with  similar  charges  abroad  we  begin  to  see  the 
moderate  revenues  for  which  our  railroad  service 
was  rendered. 

GOVERNMENT  OWNERSHIP. 

But  some  are  not  satisfied  with  a  conservative 
program  of  railroad  rehabilitation.  They  wish 
to  throw  this  Eighteen  Billion  Dollar  public  ser- 
vice into  another  period  of  theories.  Govern- 
ment ownership  and  operation  is  a  favored 
scheme.  The  experience  of  the  World  show- 
ing its  cost,  lack  of  enterprise,  and  the  fact 
that  practically  no  Country  adopted  Government 
ownership  and  operation  for  purely  economic  rea- 
sons, but  rather  for  military  or  political  purposes, 
is  thrust  aside,  and  due  consideration  is  not  given 
as  to  its  adaptability  to  our  political  institutions 
and  form  of  Government,  or  business  conditions, 
and  the  effect  of  permanently  placing  two  million 
railroad  voters  on  the  National  payroll.  No  one 
can  tell  whether  the  Federal  Government  will 
be  willing  to  pay  the  States  the  $200,000,000.  in 
annual  taxes  now  paid  by  the  Eailroads,  or  carry 
on  that  policy  which  has  so  well  developed  the 
States  in  the  past.  Our  various  State  and  City 
costly  experiments  with  public  works  and  canals, 
railroads  and  transit  systems,  are  thrust  aside. 
With  Government  ownership  and  operation  once 
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instituted  its  advocates  would  find  no  deficiencies ; 
the  latter  would  be  hidden  in  the  annual  appropri- 
ation and  tax  bills,  or  covered  by  continued  rate 
increases.  If  the  Government  is  to  own  and  oper- 
ate the  railroads,  why  not  the  banks,  industries, 
stores  and  other  instrumentalities  of  production? 
Plenty  of  people,  closing  their  eyes  and  ears  to 
the  experience  of  the  World,  are  ready  for  that 
program.  Food,  clothes,  agriculture  and  mining 
are  much  more  indispensable  to  the  individual  cit- 
izen than  railroad  transportation.  Why  not  let 
the  Government  own,  operate  and  manufacture  all 
of  them? 

GOVERNMENT  GUARANTEE. 

While  the  trend  of  public  opinion  is  now  un- 
mistakably opposed  to  Government  ownership  as 
a  solution  of  the  railroad  problem,  there  is  much 
discussion  of  the  possibilities  of  a  Government 
guarantee  of  railroad  income,  and  if  the  income 
is  guaranteed  in  substance,  the  principal  of  bonds 
must  be  paid  at  maturity,  if  not  previously  scaled 
down  through  Government  valuation.  The  rail- 
road investor — so  badly  frightened  by  punitive 
laws  and  regulations  and  small  profits — is  willing 
to  listen  to  any  reasonable  plan,  whereby  he 
can  have  a  guarantee,  hoping  that  he  will  have  no 
more  serious  fluctuations  in  the  price  of  his  securi- 
ties, and  will  be  assured  of  a  fixed  income.  He  is 
not  given  the  value  to  be  placed  on  his  individual 
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investment  on  which  the  guarantee  is  to  be  based, 
nor  the  income  to  be  guaranteed.  He  knows  noth- 
ing of  the  division  that  is  to  be  made  between  the 
various  classes  of  securities  of  his  railroad, 
nor  the  standing  that  is  to  be  given  to  the 
various  liens  on  his  railroad  property,  and  con- 
sequently does  not  know  what  is  to  be  the  final 
value  of  his  securities,  or  whether  he  will  finally 
get  any  return  thereon  at  all.  That  knowledge, 
if  it  had  to  be  conveyed  beforehand,  would  be  a 
serious  eye-opener  to  the  railroad  investor.  He 
should  know  it  beforehand  or  he  is  taking  a  step 
in  the  dark.  A  Governmental  guarantee  would 
plunge  the  Country  into  a  wholesale  financial  re- 
organization of  the  railroads  extending  over  a 
period  of  years,  and  would  ultimately  mean  Gov- 
ernment ownership.  But  to  temporarily  palliate 
the  situation,  the  guarantee  is  to  be  coupled  with 
private  operation.  What  is  to  be  the  capitaliza- 
tion of  these  private  operating  corporations? 
Are  they  to  be  mere  shells  with  no  large  financial 
stake  in  the  properties  they  operate  and  adminis- 
ter %  Is  there  any  business  man  present  who  would 
recommend  the  Government  to  guarantee  returns 
on  property  having  a  value  of  about  Eighteen 
Billion  of  Dollars  and  turn  it  over  to  six,  or 
even  eighteen,  private  operating  companies  with- 
out demanding  the  power  to  thereafter  define  its 
financial  and  operating  policy  %  Can  any  stock 
or  bondholder  imagine  that  our  Government  will 
guarantee  railroad  stocks  and  bonds,  and  charge 
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nothing  for  that  guarantee?  Should  capital  im- 
provements thereafter  be  made  according  to 
the  business  necessities  or  on  the  political 
judgment  of  each  administration  1  Would  political 
favoritism  as  to  new  improvements,  branches 
and  extensions,  and  orders  for  supplies  be 
inevitable  in  the  Government  guarantee  plan? 
Should  we  then  employ  officers  and  men  who 
have  political  influence?  Should  we  impose  this 
guarantee  plan  on  the  Country  in  the  midst  of  the 
great  struggle  she  must  meet  to  reconstruct  her 
industries  and  put  national  affairs  and  taxation 
on  a  peace  basis?  What  period  do  you  think  it 
would  take  to  work  out  the  financial  reconstruc- 
tion of  all  the  railroad  systems  of  the  Country, 
and  all  their  leaseholds,  guarantees  and  other  ob- 
ligations, and  what  is  to  occur  meanwhile  ?  These 
questions  open  up  some  of  the  problems  of  a 
guarantee.  Why  even  the  Railroad  Administra- 
tion's Federal  Control  contracts,  that  deal  only 
with  the  parent  companies,  and  are  based  on  the 
earnings  for  the  three  years  ending  June  30th, 
1917,  remain  in  large  part  still  unexecuted,  and 
many  vital  questions  and  settlements  thereunder, 
are  still  untouched,  although  it  is  the  ardent 
wish  of  the  Administration  to  dispose  of  them. 

Now,  selfishly,  the  investor  might  take  a  4^/2% 
guarantee  for  his  railroad  security,  and  let  the 
Country  take  over  his  problem,  but  he  must  look 
further  and  realize  that  as  a  citizen  and  taxpayer 
he  would  be  called  upon  to  pay,  in  taxes  and  in 
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the  greater  transportation  costs  upon  production, 
his  share  of  the  extra  cost  of  the  Government 
guarantee  and  administration,  so  that  the  net 
result  to  him  of  the  guarantee  plan  would  not 
better  his  condition. 

What  is  the  advantage  of  the  guarantee  plan 
to  the  private  citizen  who  is  not  a  railroad 
security  holder?  Those  who  support  it  admit 
that  private  ownership  and  initiative  under  equi- 
table regulation  produce  the  most  efficient  and 
economical  operating  results.  The  contrary  ob- 
tains under  Governmental  direction,  and  the  citi- 
zen pays  the  cost  in  higher  rates  and  higher 
taxes. 

SHOULD  ALL  NEW  CAPITAL  BE  PRO- 
VIDED BY  THE  GOVERNMENT? 

On  top  of  that  annual  guarantee  on  about 
Eighteen  Billions  of  Dollars  of  existing  railroad 
property,  from  six  hundred  million  to  one  billion 
dollars  more  would  be  required  annually  for  addi- 
tions and  betterments  to  the  roadbed  and  equip- 
ment. 

Now  the  chief  advantage  emphasized  for  the 
guarantee  plan  is  that  the  Government  could  raise 
new  capital  cheaper  than  private  corporations, 
and  that  by  various  schemes  of  regional  unifica- 
tion the  weak  roads  could  be  tied  to  the  strong, 
further  economies  effected,  and  some  element  of 
competition  left.    Now  we  know  that  reasonable 
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competition  as  to  service  and  attracting  traffic  is 
the  best  method  of  keeping  up  the  standards  and 
accommodating  the  public  and  enforcing  econo- 
mies, but  there  must  be  some  appealing  force  to 
assure  such  reasonable  competition,  and  the  guar- 
antee plan  on  its  face  does  not  seem  to  possess 
that  force.  I  agree  that  the  Government  could 
probably  raise  new  capital  much  cheaper  for  a 
time  than  the  majority  of  the  railroads,  but  the 
savings  obtained  in  that  way  would  be  easily  oblit- 
erated by  extravagance  and  lack  of  concentrated 
and  continued  responsibility  under  the  Govern- 
ment guarantee  plan  with  our  form  of  govern- 
ment. 

Under  the  Federal  Control  Contracts  the  Gov- 
ernment allows  5%  on  deferred  rental  payments, 
and  6%  on  new  capital  expenditures.  This,  in 
substance,  shows  that  the  Government  financing 
can  become  just  as  costly  as  that  of  the  conserva- 
tive corporations.  We  have  also  seen  the  strong- 
est nations  selling  bonds  at  rates  as  high  as 
those  allowed  by  private  corporations.  Even  so 
able  a  man  as  Mr.  Paul  Warburg,  in  suggest- 
ing a  very  attractive  guarantee  plan,  has  this 
to  say  upon  the  subject  as  the  result  of  his  long 
experience,  both  in  private  and  Government 
finance : 

"It  has  been  argued  that  through  the  use 
of  the  Government's  credit,  railroads  would 
procure  the  necessary  funds  at  a  lower  rate 
of  interest.    As  against  that,  we  must  remem- 
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ber  that  the  excessive  use  of  the  Government's 
credit  tends  to  increase  the  rate  at  which  a 
Government  borrows.  With  us  it  would  not 
only  affect  the  rate  of  the  Government  Bonds 
to  be  issued  in  re-financing  the  outstanding 
railroad  securities,  estimated  at  $17,000,000,- 
000.,  but  it  would  add  to  the  rate  to  be  paid  by 
our  Government  when  some  of  our  Liberty 
Bonds  in  due  course  will  mature  and  come  up 
for  renewal.  Moreover,  the  incessant  use  of 
Government  bonds,  in  order  to  finance  the 
annual  requirements  for  future  railroad  de- 
velopments and  improvements,  would  have  a 
disastrous  effect  upon  the  price  and  standing 
of  our  Government  securities.  Granting 
however,  that  some  economy  could  be  secured 
by  substituting  the  Government  borrowing 
power  for  that  of  the  railroads,  it  would  be 
insignificant  when  compared  with  the  increase 
in  cost  of  operation  and  waste  and  inefficiency 
that  inevitably  would  follow  Government 
operation." 

Shall  we,  therefore,  in  order  to  save  some  small 
difference  between  the  rate  which  the  railroads 
would  pay  and  the  rate  the  Government  would 
pay  on  new  capital,  incur  the  risks  of  a  guaran- 
tee plan?  Shall  we  try  to  effect  a  saving  in 
that  part  of  the  railroad  dollar  used  to  pay 
interest  and  dividends  that  represents  less  than 
20%  of  the  whole  dollar  and  at  the  outset  ad- 
mit that  expenses  of  operating  and  other  expenses 
(already  requiring  80%  of  that  railroad  dollar) 
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when  subject  to  Government  dictation,  would  in- 
crease rapidly? 

GUARANTEE    PLAN    MEANS  GOVERN- 
MENT OWNERSHIP. 

Let  us  try  to  depict  the  situation  in  any  year 
when  the  income  earned  was  less  than  the  guar- 
antee, how  would  the  deficit  be  made  up?  Con- 
gress would  have  to  appropriate  the  money  out  of 
the  public  treasury  and  raise  the  funds  by  public 
taxation.  If  the  deficiency  ran  through  several 
years  Congress  would  be  obliged  to  make  repeated 
appropriations  from  the  public  funds  to  the  rail- 
road companies.  Instead  of  getting  the  railroads 
out  of  politics  we  would  probably  be  making  them 
the  major  issue  in  National  politics.  It  is  diffi- 
cult now  for  the  Government  Eailroad  Admin- 
istration to  get  from  Congress  the  funds  needed 
to  meet  the  Government  obligations  to  the  roads 
when  the  Government  is  in  complete  charge  of 
operations  and  is  collecting  and  disbursing  the 
revenues.  ,What  would  be  the  situation  with  eigh- 
teen railroad  companies  in  full  charge  of  the 
operations  and  the  revenues,  and  the  Govern- 
ment called  upon  to  make  good  their  operating 
deficit?  Bitter  partisan  attacks  would  be  made 
on  the  corporate  management  for  their  failure 
to  earn  their  minimum  standard  income,  and 
demands  in  Congress  for  investigation  of  alleged 
extravagance   and   inefficient   management  and 
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waste  of  the  peoples'  money  given  to  the  rail- 
road bondholders  and  stockholders. 

The  French  railways  have  had  a  guarantee  of 
income  by  the  Government  for  many  years,  and 
the  French  experience  has  been  by  no  means  a 
happy  one,  and  it  is  acknowledged  that  it  is  ulti- 
mate Government  ownership.  But  in  France 
the  Government  keeps  a  string  on  every  dollar 
advanced  to  the  private  companies  on  account 
of  the  guarantees.  When  the  French  Treasury 
advances  funds  to  a  railway  to  enable  it  to  meet 
its  capital  charges,  it  is  in  the  form  of  a 
loan  at  interest,  and  the  loan  must  be  re- 
paid. When  a  French  Company  becomes  hope- 
lessly in  debt  to  the  Government  on  account  of 
advances  on  the  guarantee,  the  Government  is 
obliged  to  protect  its  interest  by  buying  in  the 
property,  and  that  would  occur  promptly  with 
our  weak  roads.  This  is  what  happened  to  the 
Western  Railway  of  France  that  was  taken  by  the 
Government  in  1908,  after  years  of  continuous 
appeals  to  the  Treasury  to  make  up  the  annual 
deficit.  But  those  who  have  suggested  a  Govern- 
ment guarantee  for  American  Railroads  want  an 
out  and  out  guarantee — a  payment  of  Govern- 
ment funds  to  the  private  companies  when- 
ever they  fail  to  earn  their  standard  return. 
Such  an  arrangement  might  work  out  fairly  well 
with  roads  not  in  need  of  a  guarantee,  but  I  think 
it  is  plain  to  see  what  would  happen  to  roads  or 
regions  that  did  not  earn  their  guarantee. 
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To  my  mind  the  guarantee  of  railroad  income 
by  the  Government  would  inevitably  lead  to  Gov- 
ernment ownership — first  of  the  weak  lines,  and 
later  of  all  the  lines.  It  might  be  argued  that 
the  Government,  instead  of  paying  funds  out  of 
the  Treasury  to  the  less  prosperous  companies, 
would  advance  the  rates.  But  this  again,  it  seems 
to  me,  would  lead  to  the  same  sort  of  bitter  polit- 
ical debate  and  attacks  on  the  corporate  manage- 
ment. It  would  probably  be  alleged  that  these 
weaker  roads,  knowing  that  their  income  would 
be  provided  by  the  Government  in  any  event, 
were  purposely  failing  to  do  their  best. 

American  industry  has  made  its  wonderful 
progress  because  the  industries,  and  the  men  con- 
ducting them,  have  been  rewarded  for  efficiency 
and  penalized  for  inefficiency.  It  is  the  fear  of 
failure  as  well  as  the  hope  of  reward  or  commen- 
dation that  incites  men  to  do  their  best.  A  Gov- 
ernment guarantee  on  private  capital  invested  in 
transportation  would  to  a  large  extent  remove 
the  fear  of  failure,  but  would  it  be  in  the  public 
welfare,  or  be  helpful  to  our  industries,  which 
pay  freight  rates  1  If  the  Government  could  keep 
rates  at  a  level  that  would  provide  sufficient  reven- 
ues for  all  roads  to  earn  their  guaranteed  income 
and  operating  expenses,  why  can  we  not  equally 
assume  that  the  Government  will  allow  such 
adequate  rates  under  a  system  of  Government 
regulation,  stimulated  to  economy  and  efficiency 
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by  private  ownership  and  initiative,  and  without 
the  blight  of  a  Government  guarantee? 

The  guarantee  is  not  a  solution  of  this  great 
economic  question,  but  a  patch  upon  it. 

WEAK  ROADS  AND  UNIFICATION. 

But  we  are  told  that  weak  roads  are  one  of  the 
barriers  to  a  constructive  policy,  and  some  are 
near  bankruptcy.  They  are  to  be  regionalized 
and,  ignoring  trade  routes  or  commercial  neces- 
sities, are  to  be  attached  to  the  strong  roads 
under  a  guarantee  plan;  but  the  basis  no  man 
has  worked  out  even  for  a  single  large  rail- 
road system.  What  is  the  benefit  of  this  experi- 
ment in  furnishing  a  more  efficient  transportation 
service?  We  are  testing  regionalization  under 
Federal  Control.  The  total  estimated  rental  guar- 
anteed the  railroads  in  the  first  class  was  $900,- 
904,000.  and  the  net  railway  operating  income 
in  the  calendar  year  1917  was  $974,778,937.  This 
existing  margin  of  over  $73,000,000.  in  excess 
of  the  guaranteed  rental  to  be  allowed  the  rail- 
roads was  in  favor  of  Federal  Control,  and  later 
the  expense  of  corporate  officers  and  their  staffs, 
and  the  extra  war  taxes,  were  thrust  upon  the 
corporations  and  the  Government  was  relieved. 
But  that  was  not  all,  regionalization  and  unifica- 
tion, with  savings  of  advertising,  use  of  short 
routes,  permit  system  of  moving  traffic,  mobiliza- 
tion and  pooling  of  equipment,  elimination  of  out- 
side agencies,  ticket  and  freight  offices,  elim- 
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ination  of  selfish  competition,  full  train  loads,  and 
no  empty  cars,  was  to  save  hundreds  of  millions 
more,  and  all  of  this  was  further  assisted  by  higher 
rates.  You  all  know  the  result.  I  don't  criticise 
it;  I  appreciate  that  we  had  abnormal  business 
conditions  since  the  war  began,  but  these  are  facts. 
The  result  could  not  have  been  prevented  under 
Government  control  of  policies  and  management. 
Maybe  the  experiment  was  worth  paying  the  price, 
although  I  doubt  whether  the  full  price  is  yet 
realized. 

REHABILITATION  OF  WEAK  ROADS. 

Don't  let  us  get  frightened  about  the  task  of 
rehabilitating  railroad  credit  or  imagine  that  it 
is  an  impossible  task.  It  is  entirely  possible  if 
we  approach  it  with  the  proper  methods  and 
with  equitable  legislation.  We  had  a  Civil  War — 
its  cost  was  heavy.  Compared  with  the  aggregate 
wealth  and  position  of  our  Country,  each  citizen 
had  more  national  debt  per  capita  than  we  now 
face.  We  met  the  cost  and  it  was  our  pride  to 
steadily  reduce  our  National  debt.  Following  the 
war  period  the  railroads  and  the  Country  ex- 
panded, and  laid  the  foundation  for  the  greatest 
progress  the  World  ever  saw.  It  had  some  pains 
and  sacrifices,  and  we  cannot  escape  similar  ex- 
periences. It  is  the  price  of  liberty  and  progress. 
We  had  weak  railroads  after  the  Civil  War,  but 
we  had  a  fair  chance  to  conduct  the  railroad  busi- 
ness and  other  industries.   The  Pennsylvania  Rail- 
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road  had  ton  mile  revenues  of  about  2y2  cents, 
so  that  it  could  pay  its  taxes,  expand  its  prop- 
erty, and  lease  or  acquire  weak  roads  even  in 
the  War  period.  It  did  this,  and  gradually  re- 
duced the  rates  as  its  business  justified,  and 
its  solvency  was  assured.  If  the  roads  are  al- 
lowed reasonable  rates  to  properly  support 
the  railroad  investment  and  service,  and  these 
rates  are  accompanied  by  constructive  regu- 
lation, the  credit  of  weak  roads  will  like  so  many 
weak  roads  in  the  past,  be  built  up  gradually  by 
the  growth  of  the  Country  without  taxing  the 
public  Treasury  or  breaking  down  the  few  fairly 
strong  roads.  They  will  also  be  helped  by  ability 
to  co-operate  in  the  use  of  service  and  facilities 
with  the  strong  roads,  and  adapt  their  capital  and 
operating  outlays  to  their  necessities. 

REHABILITATION  OF  EXISTING  RAIL- 
ROAD REVENUES  SHOULD  BEGIN  IM- 
MEDIATELY. 

The  root  of  our  difficulty  lies  in  weak  railroad 
credit,  and  Congress  must  by  legislation  place 
the  welfare  of  the  public,  which  is  so  intimately 
intertwined  with  the  transportation  systems, 
beyond  the  powers  of  any  State  or  Federal  Com- 
mission to  disrupt  the  entire  transportation 
system  and  investment.  The  way  to  do  this 
is  by  a  statutory  rule  that  will  insure  adequate 
rates,  and  responsible  regulation.  Without  such 
action  there  can  be  no  railroad  financial  rehabilita- 
tion. 
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I  suggest  that  the  first  step  in  the  program 
of  having  the  roads  produce  an  adequate  re- 
turn upon  the  investment  should  be  taken  by  the 
Government  itself  which  now  has  control  of  the 
railroads.  There  is  no  justification  in  throwing 
the  railroad  deficiencies  on  the  backs  of  the  tax- 
payers through  a  Congressional  appropriation, 
and  if  the  Government  itself,  in  the  control  of  the 
properties,  has  not  sufficient  courage  to  deal  with 
the  rate  situation  as  it  has  dealt  with  wages 
and  material  costs,  then  from  what  source  can  we 
expect  the  requisite  courage  to  deal  with  this 
great  business  and  financial  question"?  While 
wages  and  material  costs  are  high,  that  adjustment 
of  the  rate  structure  to  existing  conditions  should 
be  the  first  constructive  step  iu  railroad  financial 
rehabilitation,  and  constitutes  a  necessary  prepa- 
ration for  the  return  of  the  railroads  to  their 
owners  after  appropriate  legislation.  The  rail- 
roads of  most  Countries  face  huge  rate  increases 
compared  with  the  ante-war  period,  and  our  neces- 
sary increases  being  smaller  than  theirs  will  not 
place  our  industries  at  any  disadvantage  com- 
pared with  those  of  other  war-burdened  Countries. 
That  the  United  States  Railroad  Administration, 
and  Congress,  had  determined  to  deal  equitably 
with  one  of  the  largest  investments,  and  prob- 
ably the  greatest  consumer  of  supplies  and  one 
of  the  greatest  employers  of  labor,  would  invoke 
wide-spread  confidence  in  our  war  reconstruction 
plans. 
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CONCLUSION. 

Politics  and  business  have  not  mixed  so  far  in 
any  Country,  and  even  in  the  Countries  under 
autocratic  institutions,  Government  guarantees 
or  direct  Government  ownership  have  not  brought 
initiative,  low  rates,  or  anything  to  commend  them 
to  us  here.  That  is  why  the  Railway  Executives 
held  fast  to  the  essentials  requisite  to  continue 
public  regulation  and  make  it  effective.  I  con- 
clude that  the  immediate  remedy  for  the  railroad 
situation  is 

1.  Adequate  revenues  on  which  the  railroad 
credit  may  be  strengthened  and  the  new  capital 
attracted ; 

2.  Concentrated,  responsible  national  regula- 
tion, separated  as  between  its  executive  and  ad- 
ministrative functions,  and  its  judicial  functions, 
and  founded  on  equitable  legislation,  that  will 
require  our  regulators  to  insure  strong  transpor- 
tation systems,  and  not  weak  railroads ; 

3.  All  railroads  under  public  regulation  to  be 
authorized  to  lease,  acquire  or  consolidate  with 
any  other  railroad  corporations,  and  reasonable 
co-operation  permitted  in  facilities,  equipment, 
and  train  service; 

4.  Regulation  of  security  issues; 

5.  Regulation  of  wages,  with  the  employe,  the 
employer  and  the  consumer  represented; 

6.  Funding  of  the  capital  debts  incurred  during 
Government  control. 
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7.  Kehabilitation  of  revenues  of  the  existing 
railroads  should  begin  immediately  while  they 
are  under  Government  control. 

Neither  Government  ownership  nor  a  Govern- 
ment guarantee  confronts  us  unless  we  have 
reached  the  conclusion  that  the  American  people 
so  undervalue  the  public  service  of  their  rail- 
roads, and  are  so  determined  not  to  allow  fair 
returns  on  the  railroad  investment,  that  their  leg- 
islators, their  regulators,  and  their  Courts,  ex- 
pressing their  will,  can  no  longer  be  trusted  to 
deal  equitably  with  the  railroad  investment,  which 
affects  the  welfare  of  fully  one-half  of  our  citi- 
zens by  direct  ownership,  or  ownership  through 
their  participation  in  the  savings,  insurance,  trust, 
educational  and  charitable  corporations  and  in- 
stitutions :  that  the  States  will  continue  to  increase 
taxation  on  railroad  gross  and  net  results  and 
will  not  concede  adequate  railroad  rates:  that 
labor  will  demand  the  highest  wages,  and  give  the 
least  return  and  take  no  interest  in  the  success  or 
failure  of  their  employers:  that  the  producers 
will  insist  upon  their  prices  and  profits,  and  with 
the  consumers  will  decide  that  transportation  re- 
sults concern  no  one  but  railroad  investors.  Then 
I  am  willing  to  admit  that  private  ownership  and 
initiative  cannot  exist.  Then  let  the  railroads  go 
to  a  guarantee  plan  to  be  consistent  with  the  rest 
of  the  Country,  but  call  it  by  its  real  name,  gra- 
dual but  sure  Government  Ownership  and  Opera- 
tion.    I    cannot    accept   the   proposition  that 
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the  public  interests  will  be  so  well  served  or 
so  continuously  guarded  under  Government 
ownership  or  Government  guarantee.  Our 
history,  and  the  experience  here  and  abroad, 
is  conclusive  thai;  bureaucracy,  increased  ex- 
penses, lack  of  enterprise,,  and  failure  of  initia- 
tive will  inevitably,  follow  either  Government  own- 
ership or  guarantee.  Nobody  has  a  deeper  finan- 
cial interest  in  the  proper  solution  of  this  question 
than  the  men  conducting  the  industries  repre- 
sented in  the  United  States  Chamber  of  Com- 
merce, and  they  should  decide  for  themselves 
whether  rates  or  service  will  be  better  under  a 
system  of  private  ownership  and  initiative,  or 
under  Governmental  ownership  or  guarantees. 
I  have  faith  in  the  ability  and  integrity  of  our 
business  men,  financiers  and  wage  earners;  but 
the  Country  wanj:s  protection  against  those  im- 
ported, costly,  so-called  socializing  experiments, 
that  breed  uncertainty  and  timidity,  that  paralyze 
private  initiative,  and  endanger  liberty  in  our 
personal,  business  and  political  life.  Convinced 
that  the  American  people,  when  they  know  the 
real  situation,  will  deal  fairly  with  the  railroads, 
let  us  hold  fast  to  the  well  tried  experience  of 
individual  initiative  and  management  of  the  rail- 
road lines  owned,  not  by  the  Government,  but 
by  the  people  and  their  institutions,  subject  to 
equitable,  responsible  regulation. 
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